PHI LI PPI NES ECONOM C & FI NANCI AL WWRAP- UP
AUGUST 18 - 24, 2001

The peso cl osed August 24 (Friday) |argely unchanged
week-on-week. However, bid rates for longer-termT-bills
i nched up on announcenents that the central bank was
considering raising reserve requirenents further. Wth
little inpetus to sustain the previous week's gains, the
stock market headed back down on listless volunes. The
| atest (June) inport data showed the Philippines

nmer chandi se inport bill up year-on-year in US$ ternms for
athird nonth in a row (suggesting that inventories are
running low). Meanwhile, the latest figures on vehicle
sal es showed that the nunber of units sold during the
first seven nonths of the year slunped 13.6% from 2000' s
conparable level. Meanwhile, the national governnent's
cunmul ative fiscal deficit as of July was well within the
targeted ceiling because of determ ned efforts to offset
revenue shortfalls with expenditure cuts. End Sunmary.

These weekly reviews are avail able on the Enbassy’s web
site (http://usenbassy.state.gov/manila). Qur next
update will be submtted on or about Septenber 7. W
provide a |l onger and nore detail ed review of the

Phi | i ppi ne econony in our June 2001 Econom c¢ CQutl ook,
which is also available on our web site.
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The week opened with downward pressure on the peso, which
traders attributed mainly to commerci al demand and an
anticipated "correction" follow ng the marked rebound of
t he previous week. The peso's appreciation from over
P53/ US$ | ess than two weeks ago may have al so pronpted
sone hedgi ng by foreign exchange users to neet future
dollar requirenents, eventually contributing to downward
pressure on the local currency. By m d-week, however,
the peso had firmed up within a tight trading band around
the P51/ US$ mark. Currency traders cited sone easing of
foreign currency demand, inproved foreign exchange
liquidity, and an overall weakening of the US$
(reflecting less bullish sentinents over a rapid U S
econom ¢ rebound).

Traders added that statenents by senior officials of the
Bangko Sentral ng Pilipinas (BSP, the central bank) that
the nonetary authority was mulling further liquidity
reserve requirenment increases (after two increases
totaling 4 percentage points since late July) may have
hel ped encourage unl oadi ng of foreign exchange in the
spot market. On Friday, however, the BSP announced t hat
the Monetary Board (the BSP s highest policynaking body)
had decided to hold off another hike in reserve

requi renents pending clearer indications of the effects
of earlier adjustnents. The peso ended the week at

P51. 05/ US$ on August 24, up 0.2% from August 24's cl osing
| evel of P51.14. The third quarter inport season has not
yet ended but currency traders generally expect the peso
to continue trading in a tight band sideways of P51/ US$
in the short-term helped in part by a wder differential
bet ween peso- and foreign-denom nated assets.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
JUL 16 53. 503 53.710 50.4
17 53. 896 53. 950 49. 5
18 53. 928 53. 700 168. 5

19 53. 316 53. 200 122. 3



20 53. 210 53. 150 154. 8
JUL 23 53. 387 53. 400 110.6
24 53. 552 53. 550 36. 2
25 53. 587 53. 600 96.7
26 53. 538 53.420 101. 6
27 53. 389 53. 450 76.0
JuL 30 53. 562 53. 370 106. 7
31 53. 526 53. 540 67.7
AUG 01 53. 744 53. 770 94.4
02 53. 667 53. 645 67.0
03 53. 562 53. 450 92.5
AUG 06 53. 282 53. 220 80.5
07 53. 293 53. 320 82.1
08 53. 303 53. 150 104.5
09 53. 085 53. 000 90.7
10 52. 322 51. 850 151.7
AUG 13 51. 278 51. 210 124.0
14 51. 183 51.175 94.5
15 50. 831 50. 950 136.5
16 51.101 50. 950 129.0
17 51. 193 51. 140 60. 0
AUG 20 51. 303 51. 300 107. 8
21 51. 329 51. 250 88.0
22 50. 946 50. 910 145. 2
23 51.014 51. 000 62. 3
24 51. 056 51. 050 107.5

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

Bid rates for 91-day Treasury bills softened while those
for the |onger-term 182- and 364-day papers noved up
during the governnment's weekly (Mnday) T-bill auction on
August 20. All three issues were oversubscribed and the
governnment's auction conmttee fully awarded the P4
billion worth of T-bills scheduled for sale. The 91-day
paper averaged 9.59% 6.2 basis points | ower week-on-
week. The 182-day bills averaged 11.659% and the 364-day



bills averaged 12.798% -- up 13.4 and 24.1 basis points,
respectively.

Nat i onal Treasurer Sergi o Edeza noted that the higher
rates for the 182- and 364-day bills refl ected banks'
concern over locking up funds in |longer-terminvestnents
follow ng statenents fromBSP officials that reserve
requi renents could be raised further. Reflecting limted
i nvestnent alternatives, Treasurer Edeza neverthel ess
observed that banks/deal ers remai ned reasonably liquid
after adjusting to the Bangko Sentral ng Pilipinas's
(BSP, the central bank) August 10 hike in reserve

requi renents. Treasury officials expect T-bill rates to
nove si deways during next week's auction, with sone
downward bias for the | onger-termtenors.

The Philippine Monetary Board kept overni ght borrow ng
and lending rates steady (at 9.0% and 11.25%
respectively) despite a 0.25% rate cut announced m d-week
by the U S. Federal Reserve Open Market Conmttee. BSP
officials noted that inflation (which averaged 6. 7% year -
on-year during the January-July period) remained at the
upper end of the governnment's targeted 6-7% range for the
full year. They also cited lingering risks to the peso
and potential upward pressures on oil prices with the
approaching winter in Wstern countries.

Auction Date 91 days 182 days 364 days
JUN 25 8.728 no sal es 11. 092
JUL 02 8.770 9.942 11. 221
JUL 09 8. 849 10. 172 11. 419
JUL 16 8. 958 10. 489 11. 768
JUL 23 8. 935 10. 861 11.988
JUL 30 9. 215 no sal es no sal es
AUG 06 no sal es no sal es no sal es
AUG 13 9. 652 11.525 12. 557
AUG 20 9. 590 11. 659 12. 798

Source: Bureau of the Treasury



Prime Lendi ng Rates of 14 Expanded Conmercial Banks

Dat e of Survey Aver age Range

JUL 05 12. 5638 10.00 - 13.770
JUL 12 12. 5837 10. 00 — 13.849
JUL 19 12. 6249 10. 00 — 13.958
AUG 02 12. 8134 10.50 - 14. 215
AUG 09 12. 8318 10. 50 - 14. 215
AUG 16 13. 0594 11.00 - 14.652
AUG 19 12. 9746 11.00 - 14.590

Sources: Bangko Sentral ng Pilipinas; Press reports

Stock market gains during the August 13-17 tradi ng week
were short-lived. Signals that the U S. econony's
recovery mght take |onger than expected and the BSP' s
cauti ous approach to donestic interest rate reductions
pushed down the Philippine Stock Price |Index (Phisix)
back bel ow the P1,300 nmark by m d-week. Anal ysts see
l[ittle inpetus in the short-termto spur stock market
prices and trading volunes fromtheir lethargic |evels.
The Phisix ended the trading week at 1286. 07 on August
24, down 1.5% from August 13's closing | evel of 1306. 17.

Phi |'i ppi ne Stock Exchange | ndex (PH SIX) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)
JUL 16 1397. 61 377
17 1384. 01 798
18 1382. 28 325
19 1381. 87 625
20 1376. 36 330

JUL 23 1374. 83 516



24 1369. 02 441

25 1366. 01 472
26 1362. 58 368
27 1363. 34 584
JuL 30 1350. 95 323
31 1362. 89 406
AUG 01 1333. 71 373
02 1341. 56 472
03 1328. 17 338
AUG 06 1333. 05 382
07 1332. 03 688
08 1308. 41 1, 028
09 1278. 40 1, 059
10 1294. 23 481
AUG 13 1303. 65 337
14 1303. 06 271
15 1325. 16 398
16 1316. 22 326
17 1306. 17 488
AUG 20 1311. 13 995
21 1306. 66 342
22 1294. 43 409
23 1278. 14 347
24 1286. 07 361

Source: Philippine Stock Exchange

JUNE | MPORTS UP YEAR- ON- YEAR, TRADE BALANCE NARROWS

According to |l atest figures rel eased by the governnent’s
National Statistics Ofice (NSO, June 2001 s nerchandi se
inmport bill (US$ terms) increased by 4.6% year-on-year.
That increase marked a third consecutive nonth of
positive year-on-year growth, follow ng through the
expansi ons posted in April (6.5% and May (10%. June
saw a 11. 3% year-on-year expansion in inport paynents for
capital goods (spurred mainly by tel ecom equi pnent and

el ectrical machinery) and for internediate/raw materials
(up 0.3%, while paynents for mneral fuels/petroleum and
consuner goods declined by 9.6% and 1% respectively.



G ven weak gl obal and donestic econom c prospects, recent
inmport growh strongly point to |l ower inventories (rather
than being a baroneter of inproved business sentinent).
Wth exports down 24.4% year-on-year in June (Manila
4537), the resulting trade bal ance was a $31 nillion
deficit for the nonth. The trade bal ance has been in the
red since April 2001. Before then, the Philippines |ast
recorded a bal ance-of-trade deficit in April 1999.

On a cunul ative six-nmonth basis, the inport bil
contracted by 0.5% year-on-year versus a 9.2%decline in
export receipts. The cumulative trade surplus ($733
mllion) narrowed sharply (i.e., by nearly 68% from
2000’ s conparable five-nonth period ($2.3 billion).

PHI LI PPI NE FOREI GN TRADE PERFORNMANCE
(FOB Value in MIlion USS$)

Exports | nports BOT
Jan 2000 2,717 2,651 65
Feb 2,902 2,483 419
Mar 2,989 2,742 247
Apr 2,668 2,528 139
May 2,931 2,437 494
Jun 3,410 2,495 915
Jan-Jun 2000 17, 616 15, 336 2,280
Jan 2001 2,889 2,472 417
Feb 2,805 2,193 612
Mar 2,870 2,607 262
Apr 2,246 2,693 (447)
May 2,600 2,681 (81)
Jun 2,578 2,609 (31)
Jan-Jun 2001 15, 988 15, 255 733

Cunmul ati ve Year-to-Year
Gowh (% (9.2 (0.5) (67.9)

Sour ce: Nati onal Statistics Ofice

SEVEN- MONTH VEHI CLE SALES SLUMP BY 13. 6% YEAR- ON- YEAR



According to the Chanber of Autonotive Manufacturers of
the Philippines (CAWPI), July 2001 vehicle sales
(measured in nunber of units) declined by 7.1%fromthe
correspondi ng 2000 | evel. Sales have been down since the
begi nni ng of 2001, although July's decline was an

i nprovenent over the double-digit negative growh rates
posted t hroughout the first six nonths of the year. For
the first tinme this year, sales of comrercial vehicles
nmustered positive growh (i.e., 5.3%, which industry
officials attributed to the introduction of various new
nodel s of Asian Utility Vehicles (AUVs). The especially
hard-hit passenger car segnment continued to | angui sh,
however, with July 2001 sal es sl unping 28. 3% year -on-
year .

Cumul ative January-July vehicle sales dropped by 13.6%
fromthe nunber of units sold during 2000’ s conparabl e
seven-nonth period. Seven-nonth sales of passenger cars
sl unped by 27. 7% year-on-year while autonotive firnms al so
sold 5.4% | ess units of comrercial vehicles conpared to

t he January-July 2000 | evel.

(No. of Units)

2000 2001 % Growt h
July, Total 7,779 7,225 (7.2)
Passenger Cars 2,873 2,061 (28.3)
Commi | Vehicl es 4,906 5, 164 5.3
Jan-July, Total 49, 302 42, 604 (13.6)
Passenger Cars 18, 137 13,111 (27.7)
Commi | Vehicl es 31, 165 29, 493 (5.4)

Source: Chanber of Autonotive Manufacturers of the Phil.

FI SCAL UPDATE: UNDERSPENDI NG KEEPS DEFI CI T | N CHECK

The Bureau of Internal Revenue (BIR) exceeded its July
tax collection target by P1.6 billion. Together with the



Bureau of Treasury's better-than-expected i ncone, total
revenues bettered the governnent's goal for July by P2.9
billion. Meanwhile, the governnent al so disbursed P5.3
billion less than it had targeted for the nonth (Pl.6
billion of which represented savings from | ower-than-
programmed interest paynents). As a result, the actual
deficit was P8.2 billion narrower than the programed
ceiling for July.

On a cunul ative seven-nonth basis, the national
government posted a P82.6 billion fiscal deficit as of
July, about P11 billion below the ceiling programred for
the period. Thus far, the national governnent has
managed to tame its fiscal deficit mainly by reigning in
expenditures. The governnent "underspent” by P18 billion
during the first seven nonths of the year (P5 billion of
which reflected interest savings), nore than offsetting
its P7 billion revenue shortfall. Revenue collections
woul d have been farther off the mark had not nuch higher
Treasury incones partially offset the conmbined P15.1

billion shortfall in internal revenue and custons
collections. Internal revenue collections -- which ended
the first seven nonths of the year P13.3 billion bel ow
target -- have been especially problematic, reflecting

bot h sl ower-than-expected economi c growth and persi stent
tax collection problens.

bservers have | auded the Macapagal - Arroyo governnent's
determ ned efforts to live within its neans. However
concerns have al so been raised over the sustainability of
such a strategy wthout sacrificing | onger-termeconomc
and soci al devel opnent objectives. Budget and finance
officials concede there is little (if any) roomfor
further expenditure cuts. Dept. of Finance Secretary
Jose Isidro “Lito” Camacho has announced that efforts in
comng months will focus on inproving tax collection
performance through recently initiated admnistrative

i nprovenents (including the use of electronic netering
machi nes for docunentary stanp taxes, intensified tax
audits, and conprom se agreenents on pendi ng tax cases).

Nat i onal Governnent Fi scal Perfornmance
(Amounts in Billion Pesos)



2001

Ful | Yr. January - July
Program Pr og. Act ual Dff.
REVENUES 568. 2 327.7 320.7 (7.0
BI R 408. 1 243.0 229.7 (13.3)
Cust ons 105.1 57.1 55.0 (2.1)
Treasury 20.0 11.0 20.2 9.2
QO her Ofices 35.1 16.7 15.8 (0.8)
Privatization 7.0 0.0 0.5 0.5
Fees and Charges 21.2 12.7 11.8 (1.0
EXPENDI TURES 713.2 421. 3 403. 3 (18.1)
I nterest Paynents 182.6 103. 7 98.7 (5.0)
SURPLUS/ ( DEFI CI T) (145.0) (93.6) (82.6) 11.0

Source: Bureau of Treasury



